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Good morning, Mr. Chairman and members of the Subcommittee. We
appreciate the opportunity to address the Subcommittee on behalf of
the Federal Deposit Insurance Corporation on the timely topic of

credit availability.

Our remarks will focus on the so called "credit crunch' debate.
Specifically, we will address the condition of real estate markets
and real estate lending by banks across the country. We will look at
the region receiving the most attention — New England. We also will
review the supervisory policies and practices followed at the FDIC,
and will attempt to clear up the misconceptions surrounding the term

"performing non-performing loans."

CREDIT CRUNCH

To discuss the subject of a "credit crunch,”™ we Tirst need to know
what is meant by this term. We define credit crunch as the general
unavailability of credit to creditworthy borrowers, for legitimate
and viable purposes. This iIs iIn contrast to the term 'credit
contraction”™ which is generally defined as a phase in a normal market

real estate cycle.

What we see are mixed signals. There may be isolated instances
across the country where creditworthy borrowers with viable projects
to finance are being denied credit. However, we have not seen any
evidence that such credit denials are anything more than isolated

instances. That i1s, we see no signs of a credit crunch In terms of



creditworthy borrowers. We are, however, seeing increasingly clear
signs of a credit contraction. Real estate markets are weakening
throughout the country, not just in New England. Moreover, we are

seeing a downturn in certain types of real estate lending by banks.

Our first quarter data for the commercial banking iIndustry show that
the growth rate for construction and land development loans dropped
to zero. That is, after years of steady iIncreases, total
construction and land development loans remained constant in the
first quarter. However, other types of real estate lending continue
to show normal growth. Commercial real estate lending continues

at a 12 percent annual growth rate. Home mortgage loans and
mortgage-backed securities grew at almost the same annualized rate
in the first quarter. (See Chart 1). 1i1n fact, real estate lending
continues to account for an increased portion of overall bank
lending. About 40 percent of all bank loans are real estate related.
In addition, while total bank assets increased by only 5.1 percent
from the first quarter of 1989 to the Tfirst quarter of 1990, real

estate loans iIncreased by 11.8 percent over the same period.

Greater dependence by banks on real estate lending comes at a time
when real estate markets are weakening not just in New England but
across many parts of the country. As of year-end 1989 there were

20 states where banks had noncurrent real estate loans that exceeded
two percent of total real estate loans. Only three months later, our

first quarter data show 28 states where the percentage of noncurrent



real estate loans exceed two percent. More than half of these states

have a noncurrent ratio of three percent or higher. (See Chart 2).

The fTirst quarter figures on noncurrent real estate loans iIndicate
that real estate markets are deteriorating in many parts of the
country. Under such conditions it is natural that the demand for
real estate related loans should decline. A recent report by the
Conference Board indicates that "‘given the current state of the
economy ... business demand for bank credit should be expected to be
low.” The report suggests that any slowdown iIn debt is perhaps more
a reflection rather than a cause of a slowdown iIn the economy. A
survey by the National Federation of Independent Business supports
this conclusion by reporting that fewer and fewer small businesses
are seeking credit. To quote William Dunkelberg, Chief Economist at
the Federation and a Professor of economics at Temple University,
"Small businesses are borrowing at low levels, but that"s because

they don|t need i1t or don"t want 1t."”

NEW ENGLAND BANKING ENVIRONMENT

The New England region is undergoing a strong credit contraction as a
result of overbuilding and a declining economy. Construction lending
in the Boston area declined 13.2 percent in 1989, overdue and
nonaccrual real estate loans grew 245.3 percent to 1.9 percent of
bank assets, and repossessed real estate leaped by 180.8 percent. A
recent American Banker listing of the largest banks (assets over $500

million) with the highest ratio of noncurrent and nonaccrual real



























